Abstract. The current state of economic development and innovations' support often brings small and medium enterprises (SMEs) at the forefront of government fiscal policy. Various policy measures targeted at SMEs' support and development necessarily include measures on promotion of innovations within small business. However, despite substantial efforts undertaken by the authorities to increased financial injections into this area, development of innovations by small businesses faces many obstacles. Statistics on the registered small and medium enterprises shows that the sharp rise of entrepreneurship observed in the early 1990s changed for the stagnation towards the end of the decade and sluggish dynamics of the present time. Unfortunately, as practice shows, measures taken so far do not stimulate significant changes in the development of small business. Moreover, differentiation of small businesses between regions is only increasing, as it is manifested through substitution of divergence for convergence. Our paper analyzes the legal framework regulating small business development as well as state of innovations within SMEs so that to identify the main indicators
INTRODUCTION
Small and medium enterprises (SMEs) constitute an important part in economic development of any given country and contribute considerably to regional economic development by creating new jobs, providing investment opportunities and forming the economic capital and potential required for sustainable economic growth (Janda et al., 2013; Koudelková & Svobodová, 2014; Belas et al., 2015; Simionescu et al., 2017) . Therefore, supporting growth and development of SMEs as well as innovative policies targeted at fostering their growth should belong to the state-level priorities (Abrhám et al., 2015; Barkhatov, 2016; Barkhatov et al., 2016; Varanavicius et al., 2017) . The state support is provided in financial, property, information and consulting forms and it provides one of the most important prerequisites for regional development (Brodzicki, 2016; Niño-Amézquita et al., 2017) .
Financial support which may be provided in the form of subsidies, budget investments or state and municipal guarantees for obligations of small and medium-sized enterprises and institutions forms the necessary infrastructure for SMEs. The aim of our paper is to analyze the role and the impact of state support for small and medium enterprises in the context of regional economic and innovative development. The paper is structured as follows: Section 2 features the comprehensive literature review, overviewing the experience with SMEs development in various countries, Section 3 provides the problem definition, Section 4 outlines the methodology used in our research. Section 5 describes the link between innovations and small business. Section 6 presents the empirical model measuring the impact of governmental support on the growth and innovations of SMEs. Finally, Section 7 provides both conclusions and implications.
LITERATURE REVIEW
Small and medium enterprises constitute the main focus in shaping business development policies in the European Union (EU) coming to the forefront of the world economy (Kozubikova et al., 2015; Ehrenberger et al., 2015; Dai et al., 2017; Durguner, 2017; Kotane & Kuzmina-Merlino, 2017; Kuhn et al., 2017; Strielkowski et al., 2017; Melnichuk, 2017; Viesi et al., 2017; Machová et al., 2016) . According to many researchers, by 2020 more than 50% of all workplaces will be occupied by sole traders and freelancers. This would bring the issues of pracarization of the economy and the creation of the new class, the so-called "precariate" that embeds the changing social security scheme and the working conditions (Cole, 2016) .
According to the OECD, nowadays SMEs account for 60 to 70% of jobs in most OECD countries where Italy and Japan hold a special place as countries with a permanently significant share of microenterprises and small companies in the economy. Moreover, it is SMEs that provide a predominant number of new jobs in countries that have a significant positive experience in the field of employment, primarily the United States and the Netherlands.
Beginning with 2003, the World Bank Group performs an annual business survey in 189 countries and publishes a Doing Business report analyzing the advantages and disadvantages of SME regulations in each country.
Despite the positive dynamics, the burden of the legal regulation remains a serious obstacle in the work of SMEs, as small companies are not ready to confront problems related to regulatory issues. The information relating to statutory documents must be accessible with minimal costs, and an important role is given to information technologies. It would be appropriate to organize work on the "one-stop shop" principle or create a single service center.
In all OECD countries, there are government programs to support medium and small businesses which account for a quarter of all regulatory documents adopted at the legislative level (Hosťovecký & Poláčik, 2016) . In Germany, Iceland, Japan and New Zealand they amount to a half. In OECD countries, beginning with 1993, no less than $3.75 billion of public funds are allocated to support "start-ups", purchase of equipment, R&D, provision of qualification and consulting services in the form of grants, tax incentives, low interest loans and sureties. More than 50 % of programs are run at the local level, so such coordination is mandatory.
The main task is to reduce the administrative costs. In order to achieve the above goal, state authorities need to eliminate from laws and regulations any uncertainty, equivocation and ambiguity in interpretation of tax regulations; create a clear, understandable and predictable microclimate in the legal and financial spheres.
The SME regulation by the state should be carried on in five areas: financing, business environment, technology, management, sales markets. The primary financing task of the state is to reduce the risk and cost of direct investment, stimulate and encourage the development of the private capital industry. The OECD countries use a variety of SME funding methods, but the United States and Canada have the best practices in this area.
The main effort of the public sector in supporting venture capital and other types of risk funding should be to reduce the risk and cost of direct investment. The government should complement and encourage the development of the private capital industry also by providing opportunities to improve qualifications and skills of those involved in this activity. Governments should develop effective policies to encourage and support the provision of risk capital. Such policies should focus on: development banks; loan securing schemes; tax incentives; innovations; rules that govern investments of insurance companies and pension funds in private capital; granting loans at incentive rates, etc. Indirect measures include support of the market and legal regulation, training, R&D promotion and privatization.
SMEs in most of the Western countries often face difficulties in obtaining bank loans. In Canada and the United States, it is relatively easy to obtain initial venture capital. Outside North America, raising funds at an early stage is more difficult, therefore it is better to rely on investments at later stages.
The development of the "limited liability partnership" model in combination with favorable changes in the regulatory sphere (in particular, the permission to use pension funds for direct investments) and the tax code enhanced the capital inflow into the US direct investment market (more than 75% of venture capital is provided through the limited liability partnership, and pension funds cover the bulk of all financial liabilities). Raising direct investment through the limited liability partnership is becoming popular also outside the United States. Nevertheless, it should be noted that in many OECD countries pension funds are not allowed to participate in direct investment.
In Canada and the United States, sales to portfolio investors is the most common entry method, while in Europe the most widely used are sales within the same industry and the purchase of equity in the company as well as the acquisition of a controlling stake. Limited opportunities for market entry through sales to portfolio investors are a serious obstacle to the development of venture capital in Europe.
For small and medium-sized enterprises, developing second-tier markets and unlisted securities markets are important. Second-tier markets for initial public offering are effective entry tools common in the United States and, to a lesser extent, in Japan. The problems associated with existing entry mechanisms in countries, with the exception of Japan and the United States, have stimulated the development of new parallel markets, particularly in Western Europe (Strielkowski & Höschle, 2016) .
Addressing the taxation issue, it should be particularly stressed that it can become a heavy burden expressly on SMEs. On the other hand, a proper tax reform can boost the development of small businesses. Arguments in favor of rendering support to small businesses imply definite types of such support: supporting companies in dynamically developing sectors of the economy; supporting companies that have difficulties in raising funds, etc.
The tax system can be used to reduce the high costs borne by small businesses in order to comply with the tax law requirements; stimulate the establishment of new small enterprises; ensure the small business continuity in cases where the management passes from the founder of the company to another person.
Conditions for doing business can be systematically and consistently improved based on regular monitoring of newly introduced regulations. The problem of excessive legal regulation of small business enterprises today is particularly acute in the Russian Federation, so the foreign experience in the monitoring of newly introduced regulations can be quite useful. As the analysis shows, these procedures are most efficiently run in Canada, Great Britain and the Netherlands. The active use of information technologies helps to reduce bureaucratic procedures.
Programs aimed at the use of new technologies should ensure quality control, be customer-focused and promote the introduction of innovative management. The best programs are developed in the US and Germany. The actions of the government should aim to remove obstacles in the way of training companies in the best practices in technology and innovation management. The OECD experience shows that propagation of technologies, initiatives and services can be enhanced if the best practices are used at all levels: strategic and program levels as well as the service provision level. A recent OECD report identified a number of trends in technology expansion programs. Technology expansion programs should include measures to ensure the quality of service providers, appropriate training of consultants and the effectiveness of local delivery systems.
Therefore, the analysis of the foreign experience in regulating small and medium-sized enterprises shows that most countries are trying to reduce administrative barriers, facilitate registration procedures, etc.
In order to simplify administrative procedures, we suggest the use of foreign practices best suited for ensuring compliance with the law requirements. In particular, we want to outline initiatives that can establish a balance between the needs of regulators and the interests of SMEs obliged to comply with the law, namely: i) mandatory environmental impact audit to be included in the new legislation on environmental monitoring and control (Federal executive bodies should be obliged to submit draft regulations to federal bodies authorized to carry out environmental oversight); ii) the use of information technologies and the expansion of electronic document flow in communication with federal and municipal authorities to reduce the bureaucratic burden on SMEs.
PROBLEM DEFINITION
In recent years, the legislation governing the activities of small and medium-sized enterprises has changed significantly having been supplemented by new legal standards both stimulating and limiting their development. In the period of 2013-2014, a large number of laws and regulations were adopted that introduced additional restrictions increasing the financial burden on small and medium-sized businesses, in particular:
 the sales tax was introduced;  the fixed insurance payment for individual entrepreneurs was increased;  property tax privileges for enterprises that switched to the simplified taxation system and the single tax on imputed income were abolished. Among positive innovations in the small business regulation, it is worth noticing that federal subjects of the Russian Federation are granted the right to establish the 0% tax rate for taxpayers who are registered as individual entrepreneurs and have switched to the simplified or patent taxation system (Gorevaya & Khayrullina, 2015; Nikolaeva & Pletnev, 2016; Ershova, 2017; Sadykov, 2017) . In 2015, the new provisions of the Tax Code expanded the list of activities (from 47 to 63 items) that can be performed using the patent taxation system. The amendments allowed the municipalities to reduce the UTII (unified tax on imputed income) rate from 15 to 7,5%. Subject to amendments were the tax holidays that were extended to newly registered individual entrepreneurs, etc.
State measures intended to support small business development can assume a number of approaches, Among the most effective ones, the following can be named:
 change in requirements for ranking business entities as small and medium-sized enterprises.  adapting packages of measures to support small innovative enterprises (Chibir & Shirko, 2015) ;  alleviating the antimonopoly law requirements for small enterprises (Fidrmuc & Gundacker, 2017) ;  simplifying the procedures related to the patent system of taxation;  expanding the opportunities allowing the access of small and medium-sized businesses to government procurements (Iwasaki et al., 2016; Paiho et al., 2015) , etc. In a number of cases, an emphasis in the small business development is made via ensuring access to financial resources, granting tax benefits and preferences and reducing administrative barriers to the creation of infrastructure components (Spence, 2016). However, certain disparities that require harmonization and ironing out are observed in state programs and functions of individual institutions that implement measures to boost small businesses which will be discussed in the following sections.
STATE SUPPORT OF SMALL BUSINESS
The system of government measures to support the development of small businesses typically includes a set of measures for improving the institution of small entrepreneurship specified in adopted regional documents. In order to develop proposals for improving state programs aimed at the support of the institution of small entrepreneurship, one has to analyze the regional programs The analysis of the passports for the programs often shows the disparity of indicators reflecting the results of their implementation.
Judging by the generalized information, none of the federal subjects under survey intend to solve problems related to the follow-up and support of young entrepreneurs (individuals under the age of 30). Therefore, it seems reasonable that regional programs be supplemented with provisions aimed at encouragement of young entrepreneurs.
The authors analyzed the goals and tasks of regional government programs for support of small and medium-sized businesses. Our analysis revealed some inaccuracies and incorrect wordings that make it impossible to check whether the stated goals and tasks are achieved:
1) The analysis of the subprogram developed by the Republic of Dagestan showed the lack of differentiation between goals and tasks. This fact confirms the non-compliance with paragraph 23 of the Guidelines and complicates assessment of its structure. Besides, the document provides 4 target indicators for 18 diverse tasks, which seems insufficient to assess the effectiveness of the activities carried out.
2) The analysis of the Kirov regional program "Development of Entrepreneurship and External Relations" for 2013-2020, revealed the following disparities:
 according to the program "Development of Entrepreneurship and External Relations", the number of small and medium-sized enterprises by 2020 is expected to reach 25100 units while the program "Support and Development of Small and Medium-Sized Businesses" effective until 2016, figures out 23400 units. That is, the expected number of small and medium-sized enterprises in the Kirov region under SME support programs until 2020 is not clear (Frumina, 2016) ;  the whole process of solving the tasks and achievement of the planned results is not divided into stages but only a period until 2020 has been established. It means that the state program of the Kirov region does not comply with the provisions of Federal Law No. 172-FZ, namely its Art. 3, which reads: "The state program is an instrument of strategic planning containing a set of planned activities that are interrelated in terms of tasks, deadlines, executors and resources ..." (Frumina, 2016) .
3) The lack of scheduling the program by stages and deadlines is also observed in the state program of the Vladimir region "Development of Small and Medium-Sized Businesses in the Vladimir region for 2014-2020.
The omission of performance indices for medium-sized enterprises in the target indicators, with the concentration on only small business entities, suggests the non-conformance of the target indicators to the tasks of the program and the name of the latter. The target indicators of the subprogram contained in the main part do not correspond to those set out in the annex.
Thus, we came to the conclusion that state programs aiming to stimulate the development of the institution of the small and medium business in the Russian Federation need adjustment. The development of small businesses in the Russian Federation is predetermined both by changes in macroeconomic dynamics and infrastructural and political transformations. Therefore, especially in the crisis situation, the small business policy should be closely coordinated with strategic (planning) and program-target documents.
In Russia, the strategic planning has been known since the 1920s. In the mid-twentieth century, in the era of socialism, the mechanism for the formation and implementation of long-term plans was so well developed that it became a benchmark for Western countries.
By now, almost all federal subjects of the Russian Federation have approved their own state programs for promotion of small and medium-sized businesses but they are not everywhere agreed with strategic documents. Moreover, as noted by domestic researchers, there is no mechanism ensuring the interrelationship of state programs implemented at the federal level and state programs of federal subjects in similar issues, whereas the interrelationship between budget revenues and the strategic planning of socio-economic development has never been directly established (Novikov, 2014; Plotnikov & Leontyev, 2015; Proskurina et al., 2015; Shaykheeva, 2015) .
Despite the fact that the state programs are based on the approved legislative and regulatory documents, namely the strategy of socio-economic development of the Russian Federation, sectoral strategic planning documents, etc., the analysis of their contents does not always reveal the continuity in the documents (Yakovlev, 2016) .
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Furthermore, there are no documents in the Russian legislation that contain provisions on the need to reflect strategic documents with their target values in state programs. Therefore, it is often impossible to evaluate the extent to which the state programs achieve the goals and key targets of the state policy. The authors came across this problem when analyzing state programs devoted to development of small businesses in federal subjects of the Russian Federation. In this regard, there are all reasons to argue that the majority of state programs need to be updated, particularly in terms of formulating goals and tasks that need to be interrelated not only with each other but also with the development strategy of the relevant industry. This problem can be solved only at the legislative level by harmonization of relevant documents.
INNOVATIONS AND SMALL BUSINESS
In order to demonstrate how innovations Strategy for the Development of Small and Medium-Sized Businesses in the Russian Federation until 2030 and the RF State Program "Economic Development and Innovative Economy".
As was mentioned above, the Strategy is the basic document for the shaping and implementation of state programs. In other words, state programs should be developed on the basis of the Strategy and they should not be in conflict with the latter but complement it and one another. At the same time, the Strategy and the State Program have only one common index (indicator) among the target indicators -the number of small and medium-sized business entities (including individual entrepreneurs) per 1,000 people. It is important that this indicator has been planned in the Strategy for the period until 2020 in the quantity of 42 units (Table 1) . Strange as it may seem, the NWS Strategy contains the values of the same index that are absolutely inconsistent with the previous documents. A similar situation is observed when comparing the index "the share of the average number of the employed (without external part-timers) at micro-, small and mediumsized enterprises and by individual entrepreneurs in the total number of economically active population (%)". In the NWS Strategy until 2020 its planned value is 27.2%, compared with 28.4% as specified in the SME Development Strategy.
Another inconsistency: as a result of the implementation of subprogram 2 to the state program "Economic Development and Innovative Economy", 150.92 thousand jobs will be created in the small and medium-sized business sector by 2020.
The NWS strategy gives other targets -116.5 thousand jobs. Hence it appears that the implementation of only the State Program should yield more jobs than in total using all state support tools, including the provision of state guarantees.
Continuing the analysis of strategic documents, the authors considered SME development programs implemented in regions. The results of the analysis are set out in Table 4 . Table 2 Indicators of state SME development programs implemented in federal subjects of the Russian Federation 
Source: Authors' own results
We believe that such a discrepancy in strategically important documents is unacceptable and requires mandatory adjustment.
Also noteworthy is the fact that no program document contains provisions on the liability for failure to meet the targets. In recent years, a number of state programs in the Russian Federation have not yielded planned results for reasons related to sanctions imposed on the country. In this regard, we consider it reasonable to supplement the state programs by including the responsibility for failure to meet the target indicators within scheduled timeframes.
To sum it up, it should be noted that the forecasting and planning documents adopted in the Russian Federation lack systematicity. They are not fit for harmonization, contain different values of the same indicator, do not include explanations, economic justification of assumptions and deviations from forecast parameters. This problem is one of the reasons for inefficient budget expenditures, misleads potential executors of program documents, and requires urgent solution.
EMPIRICAL MODEL
The empirical model presented in this paper focuses on determining the main drivers of innovations in small and medium enterprises. Many related studies (Stephens & Onofrei, 2012) 
Small and medium enterprises in the context of regional development and innovations
identifying causality as a form of quantitative analysis generally use the econometric model expressed in the following form:
where Y is the measure of enterprise innovations and X is the vector of factors internal to the firm (owner/manager and enterprise characteristics) and factors external to the firm (enterprise strategies). The general econometric model for estimation that was employed in our analysis had the following form: We used a sample of 15413 SMEs from various Russian regions. The sample was collected using the snowball sampling technique using our own network of interviewers in all main regions of Russia with the state support of SMEs
We employ several econometric techniques in our paper in order to estimate this model. The standard econometric technique employed is the ordinary least squares (OLS) (the issue of heteroscedasticity requires using robust standard errors in all OLS estimations). Moreover, due to the type of the data and the issues that might occur due to unknown location-specifics sometimes the use of generalized least squares is justified. Furthermore, we used Breusch and Pagan test for testing for the presence of individual community effects, Hausman test for individual location effects, and ordinary least square (OLS) estimations with robust standard errors. We test the one-way error model expressed by the fixed effects (FE) model and the random effect (RE) model with the error term with two components: a time-invariant component and a a component that is uncorrelated over time.
Hence, the number of innovations according to categories was selected naturally as explained dependent variable of competitiveness. Dependent variables for the final models were carefully selected when constructing a model capable of identifying the key determinants of innovations.
We run the three models (innovation model, barriers model and state support model) using Stata statistical software package. One has to note that each model has the same list of "basic" variables but differs in the additional binary variables that coded for instance the existence of barriers to business, the structure of ownership, or the impact of the external factors such as competition, or the rule of law ("innovations", "barriers" model, or the "state support" model). Table 3 above reports the results of all three models in question. The R-squared are quite high (about 70%) which makes our model valid. What is also important are the values and the signs of the coefficients, as well as the significance of the coefficients to make predictions of their impact on the innovations in SMEs (dependent variable). Larger markets induce more innovations. This relationship could be also viewed from the other direction meaning that innovation pushes small businesses to expand territorially. Innovations enable the firm to compete internationally and at the same time international market puts more pressure on innovativeness of the offered good.
Licenses did not come through as significant determinant of innovation. This might be explained by their diversity and real impact on firms. This finding supports the argument that patents may not be a good representation of competitiveness and innovations. On the other hand, belonging to the cluster plays a positive role. SMEs in the clusters dominated over those that were not aware of the advantages that clusters provide, especially in terms of synergy. Note: * 15% significance, ** 10% significance, *** 5% significance. RSE stands for "robust standard errors", and OLS stands for "ordinary least squares". The numbers in parentheses are (robust) standard errors.
Source: Authors' own results
Our results demonstrate that the most significant determinants of rural enterprise's competitiveness are location within a region with competitive situation, enterprise size, enterprise age, and the fact whether enterprise has some form of innovation. Moreover, our findings show that increasing age of equipment is negatively related to competitiveness and innovations. This is quite understandable, as far as the newer equipment allows more innovative usage and implementation. On the contrary, competition had a positive effect (especially higher competition categories). More competitive environment (and probably the state support in the form of the conditions created for the SMEs by the state) forces firms to innovate more.
CONCLUSIONS AND POLICY IMPLICATIONS
All in all, our analysis of the state support and innovations in SMEs showed the disparity of indicators reflecting the results of their implementation. Some outcomes of the federal program for the small business development are not reflected at all in any of the analyzed programs of the federal subjects.
None of the federal subjects under survey sets the task of the follow-up and support of young entrepreneurs (individuals under the age of 30). In order to eliminate the revealed discrepancies, we propose to supplement the state programs for the small and medium-sized business development implemented in the federal subjects with the tasks of the follow-up and support of young entrepreneurs (individuals under the age of 30). This provision is one of the key conditions enabling the federal subjects to achieve the goals and solve the tasks of the federal subprogram "Development of Small and MediumSized Businesses". Regional programs must be harmonized in the part of clarifying the goals, tasks, target indicators which must necessarily complement each other and in general, contribute to the achievement of the goal of the state target program. The goals and tasks of the regional programs should be consistent in the contents, implementation deadlines and allocated financial resources.
The program documents should include not only the amount of funding for specific activities but also detailed justification of the latter. The key problem of state programs is that they lack justification of both the activities and their funding amounts. In reality there can always be several alternatives to individual task solutions, combinations of resources used and forms of the state support, but "a component that stimulates optimal reallocation of funds falls out" in the current practice of development and implementation of programs. The following data must be justified: priority of the activity and adequate funds for efficient implementation of the activity. Carrying out such a justification is impossible without calculations made on the basis of a particular project (operating or under development). This once again confirms the need to fix the requirements for the activities described in state programs, which, if properly worded, will facilitate the calculation of the necessary financial resources.
Regional SME support programs should be annually updated in respect of funding amounts depending on the achievement of the current year's objectives. The adjustment should be made based on the federal laws and with respect to the provisions of the federal budget. It should be remembered that in 2014-2015 the volumes of financial support for state programs changed many times and did not comply with budget allocations fixed in legislation. In this regard, particular attention should be paid to programs that lack the focus on small-scale perspective of activities with indication of timeframes. It is important to detail the corrective measures for changing target indicators and objectives of government programs depending on the approved scenarios of economic development. There is a need to clarify and detail the goals of state programs and determine the procedures of bringing them in line with the priorities of the economic development, innovations, and socio-economic forecast indicators reflected in the position documents and sectoral strategies.
